January 21, 1998

MEMORANDUM
FOR: USAID/Bolivia Director, Frank Almaguer
FROM: RIG/A/San Salvador, Wayne J. Watson

SUBJECT: Audit of USAID/Bolivia's Role in Obtaining Audits of Contracts, Grants,
and Cooperative Agreements for Argentina, Bolivia, Brazil, Chile,
Paraguay, and Uruguay; Audit Report No. 1-511-98-002-P

This memorandum is our report on the subject audit. In finalizing this report, we
considered your comments on the draft audit report and included them in their entirety
as Appendix Il. The report contains no recommendations for action by your office.

| appreciate the cooperation and courtesy provided to my staff during this assignment.

Background

In recent years, USAID management has taken a more active role in using audit as a
means to ensure that USAID funds provided to recipients (contractors and grantees) are
properly accounted for and used for the purposes intended in accordance with applicable
laws and regulations. In April 1992, USAID established an audit management program
to improve management control, direction, and accountability over audit responsibilities.
Specifically, USAID missions were required to:

. establish a management control review committee (MCRC) to address all
management control issues, including audit, at the mission level;

. issue mission-specific operational guidance on audit management responsibilities
and procedures;

. designate an audit management officer to manage the overall audit program at the
mission level;



. establish an audit inventory database of all contracts, grants, and cooperative
agreements which may require an audit; and

. develop an annual audit plan to help assure complete audit coverage of all non-
U.S. contracts, grants, and cooperative agreements.

In May 1996, USAID consolidated its policies and procedures for planning, implementing,
and responding to financial audits of USAID-funded contractors, grantees, and host
government recipients in Chapter 591 of the Automated Directives System (ADS). These
requirements and USAID responsibilities for ensuring that audits are performed are
summarized below.!

U.S. non-profit organizations receiving $25,000 or more in USAID funds in any one year
(under grants, cooperative agreements, or contracts) shall have periodic audits performed in
accordance with Office of Management and Budget Circular A-133. These audits will
normally be performed annually, but must be performed no less frequently than every two
years. The Office of Procurement in USAID/Washington is responsible for assuring that
USAID funds provided to these organizations are audited.

U.S. for-profit firms receiving USAID funds under direct contracts, grants, or cooperative
agreements (or cost-reimbursable host country contracts or subcontracts over $250,000) will
have annual audits performed. The Office of Procurement in USAID/Washington has
principal responsibility for assuring that USAID funds provided to these firms are audited.

Foreign private for-profit and non-profit organizations receiving $100,000 or more in direct
USAID funds per year will have an annual audit performed. USAID overseas missions are
responsible for assuring that these audits are done.

Foreign government agencies receiving $25,000 or more in direct USAID funds per year
will have an annual audit performed. USAID overseas missions are responsible for assuring
that these audits are done.

International organizations receiving USAID funds may have audit requirements dependent
on grant provisions.

! Subsequent to the period under audit, USAID/General Notice entitled Financial Audits of USAID Contractors,
Grantees and Host Gover nment Recipients, dated September 26, 1997, increased the audit threshold for foreign for-
profit and non-profit organizations and host government entities to $300,000 effective January 1, 1997.
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USAID/Bolivia provides regional financial management, including accounting and audit
management support, for USAID-funded contracts, grants, and cooperative agreements in
Argentina, Bolivia, Brazil, Chile, Paraguay, and Uruguay. For the period January 1, 1993
through September 30, 1995, USAID/Bolivia disbursements under these activities totalled
$326.6 million to U.S, non-U.S, and international organizations.? Following is a
summary of these disbursements by category of recipient organization.

(millions)
U.S. organizations (USAID/Washington audit responsibility) $141.2
Non-U.S. organizations (USAID/Bolivia audit responsibility) 177.0
International organizations (audit status dependent on grant terms) _ 84
Total $326.6

The table below shows the composition of the $177.0 million disbursed to non-U.S.
organizations by USAID/Boliviaduring the period January 1, 1993 through September 30,
1995.

(millions)
Subject to audit requirements (USAID/Bolivia responsibility) $70.1
Not subject to USAID audit requirements or not included in our audit scope 93.1
Audits due after October 31, 1996 or other periods 13.8
Total $177.0

Details of the $93.1 million of disbursements which were not subject to USAID audit
requirements or not included in our audit scope are as follows:

2 The dishursement amount is based on unaudited data derived from USAID/Bolivia's Mission

Accounting and Control System (MACS) and other program records for Argentina, Bolivia, Brazil, Chile,
Paraguay, and Uruguay.



(millions)
Personal and other service contracts $10.2
Dollar cash transfers 70.1

Expenses incurred under purchase orders, travel authorizations,
leases, participant training, and letters of commitment 10.1

Disbursements below the dollar thresholds established by

USAID directives on financial audit 2.6
Miscellaneous 1
Total 93.1

Audit Objective

As part of a worldwide audit, the Office of the Regional Inspector General/San Salvador
audited USAID/Bolivia's audit management program to answer the following objective:

. Has USAID/Bolivia carried out its role in obtaining audits of its contracts, grants,
and cooperative agreements for Argentina, Bolivia, Brazil, Chile, Paraguay, and
Uruguay?

Appendix | discusses in detail the audit scope and methodology.

Audit Findings

Has USAID/Bolivia carried out its role in obtaining audits of its
contracts, grants, and cooper ative agreements for Argentina, Bolivia,
Brazil, Chile, Paraguay, and Uruguay?

USAID/Bolivia generally carried out its role in obtaining audits of contracts, grants, and
cooperative agreements for its overseas recipients, as required by USAID directives;
however, it needed to improve monitoring procedures related to audits of its U.S.-based
recipients.

USAID/Bolivia's audit management program is to be implemented in accordance with
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USAID regulations, procedures, and guidance. These include ADS Chapter 591, entitled
Financial Audits of USAID Contractors, Grantees and Host Government Recipients and
the Office of Inspector General’s Guidelines for Financial Audits Contracted by Foreign
Recipients. Key provisions of these requirements cover policies and procedures for
planning, implementing, and responding to financial audits of USAID-funded contractors,
grantees, and host government recipients.

Disbursements of $70.1 million, for which USAID/Bolivia had principal audit
responsibility, were made to a total of 39 non-U.S. organizations during the period
January 1, 1993 through September 30, 1995. For those 39 recipients, 68 annual audits
were required and performed as of October 31, 1996 covering the $70.1 million in
disbursements.

For fiscal year 1996, USAID/Bolivia established an annual audit plan comprising 30
financial audits of USAID funding provided to local recipients. These included 21
recipients in Bolivia, four in Chile, and five in Paraguay. In addition, the Mission
planned ten financial reviews (seven in Brazil and three in Chile) to ensure accountability
for awards not meeting the established audit thresholds. No audits were required to be
performed for Argentina and Uruguay during fiscal year 1996. In managing this
program, USAID/Bolivia

. developed and maintained an accurate audit inventory database for its non-U.S.
based recipients and established a system to monitor the status of ongoing audits;

. included appropriate audit clauses and provided for funding of audits in its
agreements with non-U.S. based entities;

. assured that audits of its non-U.S. based recipients were performed in accordance
with timeliness and frequency requirements, and presented in compliance with
Office of Inspector General guidelines; and

. designated an audit management officer to manage the Mission's financial audit
program.

However, as discussed below, USAID/Bolivia needed to improve monitoring procedures
related to audits of its U.S.-based recipients.

USAID/Bolivia Needed to Establish an
Audit Inventory of its U.S.-Based Recipients

ADS Chapter 591 requires overseas missions to (i) include all U.S.-based contractors and
grantees in their audit inventories and (ii) confirm that these organizations are included
in the U.S. audit plan managed by USAID's Office of Procurement in Washington.
USAID/Bolivia did not implement these procedures because officials misinterpreted



USAID guidance and believed that the Office of Procurement assured audit coverage of
these recipients. As aresult, there was some risk that one or more of the Mission's U.S.-
based recipients could have been excluded from the Office of Procurement's audit plan,
leading to gaps in audit coverage and a lack of accountability over this USAID funding.

Our tests showed that the Mission's U.S.-based recipients were, in fact, properly included
in the Office of Procurement's audit plan. The Mission also recently established the
required database of its U.S.-based recipients, developed procedures and assigned
monitoring responsibilities to its financial management staff. We are therefore not
recommending further action in this report.

Management Comments and Our Evaluation

USAID/Bolivia generally agreed with the findings and conclusions contained in this
report. In responding to our draft audit report, they provided evidence that two additional
required audits had been completed, and this change was incorporated in the final audit
report.
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SCOPE AND
METHODOLOGY

Scope

The Office of the Regional Inspector General in El Salvador audited USAID/Bolivia's
audit management program in accordance with generally accepted government auditing
standards. The audit was conducted at the offices of USAID/Bolivia from October 8,
1996 through January 29, 1997, covering USAID/Bolivia's audit management program
for active contracts, grants, and cooperative agreements in Argentina, Bolivia, Brazil,
Chile, Paraguay, and Uruguay, for which Mission accounting records show $177.0 million
of disbursements to non-U.S. organizations during the period January 1, 1993 through
September 30, 1995. Disbursements of $70.1 million, for which USAID/Bolivia had
principal audit responsibility, were made to a total of 39 non-U.S. organizations during
that period, requiring 68 annual audits as of October 31, 1996.

Our audit included an overall assessment of USAID/Bolivia' s internal controls over the
financial audit process and the recipient-contracted audit program. Specifically, we
assessed whether USAID/Bolivia (i) established guidance and direction for its audit
management program, (ii) included appropriate audit clauses and funding for audits in its
awards to overseas entities, (iii) maintained an accurate audit universe, (iv) completed
audits in accordance with timeliness and frequency requirements, and (v) presented audit
reports in compliance with applicable professional standards and Office of Inspector
General guidelines. The audit included USAID/Bolivia s awards under Handbooks 3 and
13, aswell as P.L. 480 Title 11 and |11 agreements, as applicable, for Argentina, Bolivia,
Brazil, Chile, Paraguay, and Uruguay. The audit did not cover cash transfer programs or
audit requirements of local currencies generated under commodity import programs and
sector assistance.

M ethodology

Our audit objective was to determine if USAID/Bolivia carried out its role in obtaining
audits of contracts, grants, and cooperative agreements for Argentina, Bolivia, Brazil,
Chile, Paraguay, and Uruguay. In answering this objective, we interviewed officials at
USAID/Bolivia to obtain an understanding of their audit management program and
reviewed applicable USAID guidance and procedures. We then examined documentation
of USAID/Bolivia s audit management program, including the audit inventory database,
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audit recommendation tracking system, financial audit reports, related correspondence and
project files. We also assessed USAID/Bolivia sinternal controls over the financial audit
process and performed the following audit procedures:

reviewed USAID/Bolivia slocal operational guidance to assess the design of audit
management procedures and responsibilities;

verified the accuracy and completeness of USAID/Bolivia's audit inventory
database by tracing selected data to source documents, such as agreements and
accounting records;

ensured that USAID/Bolivia developed an annual audit plan for fiscal year 1997;

tested a judgmentally selected sample of 14 contracts, grants and cooperative
agreements to determine whether appropriate audit clauses and funding for audits
were included in the agreements,

reviewed a judgmentally selected sample of 11 audit reports and related
correspondence to determine whether audits were performed in accordance with
standards, guidelines, timeliness and frequency requirements,

reviewed MACS disbursement reports for the period January 1, 1993 through
September 30, 1995 to identify disbursements made to U.S., non-U.S. and
international organizations,

identified the number of non-U.S. organizations and total USAID funding levels
for those organizations receiving sufficient funds to require audit during the period
January 1, 1993 through September 30, 1995, as well as the number of audit
reports due as of October 31, 1996; and

verified the accuracy of the amount of USAID disbursements audited for a
judgmentally selected sample of 28 audit reports.

In carrying out these audit procedures, we established a five percent error rate for the
attributes tested as our materiality threshold for reporting exceptions and non-compliance
with USAID procedures. Also, for purposes of this audit, we interpreted USAID guidance
which requires audits of recipients that receive $100,000 or more per year as the
recipient's fiscal year, which was generally a calendar year. In addition, we obtained
written representations from management on key management assertions related to our
audit objective.
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UNITEL STATES GOVERNMENT

memorandum
FRO98-024
[bATE: January 15, 1944

RFFLY T0) 7 —

ATTS 1R: I ramk hinmguer, IYrecior ESAIDYBolivia

STRIFCT. Audm of 115AI0Bplivia's Role in Obtaining Audits of Cootraces, Crants, and
Cosaperative Agreq’mems for Arpenting, [olivia, Brazil, Chile, Parapoay, and
Liruguay '

T RIG A Ran Salvador, Wavne ). Watson

USAIDNBolivia appreciates the tale plaved by RICOA audiors in reviewing audit
manapenent and reselution of audit Ondings st USATD/Balivia and supported LISAID
Missions in neighboring counfries,  Feedback from the audiors has emabled us o strengthen
the role plaved by our Management Control Review Comimitiee (MORE) in ways that will
cosuee continuews menitveme and sell assessment of our audit program accouncability.

Aldthough the auditors were dble W conficm (bar e Mission™s audn managemant and review
program was penerally baing implemented in accordance with Agencey prescribed puidance,
their review of accounting rocords amd audit imventorics disclosed that reguired audils were
net om Tile for e non-11L5, oepanizainns, CERES {Cruguay] and Fundacion da ley
{Argentina).  This finding led woawdit Becommendgtion Mo, 1 which siales "We recomime ml
thatt LSATDRolivia ensure the required audit coverage ot USAID funding o CERES and
Fundacion de Lay."

LSAID has since been able o confinm that aedits coverimg the periods identi led woere
actually perfarmed tor hoth of the orpantzations listed. Copics of thrse audits are incluoded
a5 am attachment w this memorandom amd are being forwarded Tor your review,  The auli
in guestion Tor CERES (Lrogayy was on hile in our Financial Mabagement Office and
should have bren svailable for the auditors review,  Although the Fundacion 13 Ley aadis
was perfonrmed as required, USAIDBolivia did noc have a copy of this audit oo file, We
acknewledes thar this may retleed & lapse in communivation or fllow-up with gur clice
Wlisgion al the time of rhe awdic.  However, %we WSk 0 ol oue thae the breach occlrred
duriog & Lime when the Urugoay RTission was in the progess of lermindgling operations, and
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SAIDBolivia was in the process of hirimg a new financial analyst o manage s audit
prograin, We are confident that our current systems would ool allow a lapse of this nature
Iy FROCCUT.

Since the required audit coverage wus obtaimecd, and systems are curremty i place [o cnsurs
proper auilin Followw-up and reporting,  USA1D/Bolivia requests that the abewe
recommendation e removed from the apdit report. &pain we thank you Tor the qssisianos
provided in sieengthenmg oot AMER.

eer LACSEM Flaropreso




